CHAPTER 4 


Audited Statements and Related 
Financial Information 

4.1 REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL ON THE 
FINANCIAL STATEMENTS OF THE STELLENBOSCH MUNICIPALITY FOR 
THE YEAR ENDED 30 JUNE 2006 

1. AUDIT ASSIGNMENT 

The financial statements as set aut an pages 5 to 57, for the year ended 30 June 2006, 
hove been audited in terms of section 1 88 of the Constitution of the Republic of South 
Africa, 1 996, read with sections 4 and 20 of the Public Audit Act, 2004 (Act No. 25 of 2004) 
and section 126(3) of the Municipal Finance Management Act, 2003 (Act No. 56 of 2003) 
(MFMA). These financial statements are the responsibility of the accounting officer. My 
responsibility is to express on opinion on these financial statements, based on the audit. 

2. SCOPE 

The audit was conducted in accordance with the International Standards on Auditing 
read with General Notice 1512 of 2006, issued in Government Gazette no. 29326 of 27 
October 2006. Those standards require that I plan and perform the audit to obtain 
reasonable assurance that the financial statements are free of material misstatement. 

An audit includes: 

examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements 

assessing the accounting principles used and significant estimates made by 
management 

Evaluating the overall financial statement presentation. 

I believe that the audit provides a reasonable basis for my opinion. 

3. BASIS OF ACCOUNTING 

The municipality is required to prepare financial statements on the basis of accounting 
determined by the National Treasury, as described in note 1 to the financial statements. 

4. QUALIFICATION 

The municipality did not comply with the prescribed basis of accounting in all respects 
and details of the departures were not provided. In compiling the financial statements 
the template provided by National Treasury, which was not comprehensive, was utilised. 
The following significant instances of non-compliance were noted: 

4.1 Impairment of assets 

In terms of IAS36 the municipality must at each reporting date assess whether there is any 
indication that an asset may be impaired. If so, the asset must be tested for impairment. 
There was no proof that assessment for indicators of impairment was done at 30 June 
2006. 
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In addition, no accounting policy was included in the annual tinancial statements tor the 
impairment ot assets. 


4.2 Assessment of useful lives 

In terms ot GAMAP 17, the usetui lite ot on item ot property, plant and equipment shall be 
reviewed periodically and, it expectations are signiticantly different trom previous 
estimates, the depreciation charge tor the current and tuture periods shall be adjusted. 

The usetui lives ot items ot property, plant and equipment were not reviewed. 

4.3 Revenue recognition 

According to GAMAP 9 revenue is recognised only it it is probable that tuture economic 
benetits will tlow to the entity and these benetits can be measured reliably. All revenue 
trom trade services was recognised at Stellenbosch Municipality regardless ot the 
probability ot collection. 

4.4 Provisions for impoirmenf 

According to IAS 39 the impairment provision must be assessed separately tor each 
individual tinancial asset and tor groups ot tinancial assets with similar credit risks. 

In the year under review the provision tor bad debts hod been calculated at 60% ot oil 
debtors over 60 days. This provision is considered inadequate in the case ot certain 
classes ot debtors where greater than 80% ot debts are not collected. No evidence was 
available that any analysis ot the debtor’s data base was done in order tor these 
exceptions to be considered in the calculation. 

The municipality had on investment with New Republic Bonk to the amount ot R1 700 872. 
New Republic Bank hod been placed under curatorship and the legal processes ot 
winding down this institution had not yet run their tull course. The municipality was 
expecting a tinol payout once the process hod been completed, but could not reliably 
estimate this amount. Consequently the investment value should have been impaired. 

5. QUALIFIED AUDIT OPINION 

In my opinion, except tor the effect on the tinancial statements ot the matters reterred to 
in the preceding paragraph, the tinancial statements present toirly, in oil material respects, 
the tinancial position ot the Stellenbosch Municipality at 30 June 2006 and the results ot its 
operations and cash tiows tor the year then ended, in accordance with the basis ot 
accounting determined by the National Treasury ot South Atrica, as described in the 
addendum to this report, and in the manner required by the MFMA. 

6. EMPHASIS OF MATTER 

Without further qualifying the audit opinion, attention is drawn to the following matters: 

6.1 Infernal confrols 

In terms ot section 62 ot the MFMA it is the responsibility ot the municipal manager to 
ensure that on effective system ot internal control is implemented and maintained. In the 
light ot matters raised in the management letter, internal checking and control 
mechanisms required improvement. 

In particular, o number ot deticiencies were noted in particular in the creditors cycle. 
These deticiencies, which, although they did not lead to material errors, are indicative ot 
the lack ot management ot the creditors tunction at the municipality, included no system 
being applied to identity invoices not accrued tor at year-end, duplicate payments 
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occurring, invoices doted before order dote, payments mode on quotes and foxes, and 
possible split orders. The some type of findings occurred across all values of expenditure 
including tenders. . 

The assessment of the controls implemented by municipal management to implement 
and manage the Stellenbasch Municipality’s perfarmance management system as 
required by section 45(b) of the Municipal Systems Act, 2000 (Act Nc. 32 at 2000) has been 
reported on in a separate report on performance measurement. 

6.2 Internal audit and audit committee 

The internal audit function of the municipality was predominantly outsourced. A review of 
the operation of the function showed incompleteness of the reporting to the audit 
committee in terms of standards. 

A signed service level agreement ar contract between each of the internal audit service 
prcviders and the municipality far the 2005-06 financial year was nat provided to audit. 

In terms of section 166(4) (a) of the MFMA the audit committee must meet at least four 
times in the year. In the year under review this did happen, however, the meetings were 
not spread across the year. 

6.3 Policies 

At the time of carrying aut the audit the municipality had not compiled the fraud 
preventian policy, cash management policy, asset management palicy, business 
continuity policy , risk management palicy and financial palicies and operating 
pracedures. These policies and procedures are required far effective, efficient and 
ecanamic management of the resources of the municipality and prevention of losses as 
referred to in section 62(1) of the MFMA. 

6.4 Investigations and aiiegations of fraud at the municipaiity 

An investigation into fraud at the municipality was carried out during the year under 
review. Further allegations of fraud have been received and investigations thereof are in 
the process of being set up. 

7. APPRECIATION 

The assistance rendered by the staff at the Stellenbasch Municipality during the audit is 
sincerely appreciated. 



Signature 

J M Williams 
for Auditor-General 

Cape Town 
30 November 2006 



AUDITOR-GENERAL 
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4.2 MANAGEMENT’S COMMENTS ON MATTERS EMANATING FROM THE 
AUDIT REPORT 


(a) Qualification of Audit Report 

The Municipality endeavoured to tully comply with the General Accepted Municipal 
Accounting Practices (GAMAP) tor the year under review. The issues raised by the Auditor 
General relates to the accounting standards that only became applicable during the 
tinancial year, and could be regarded as “technical" ot nature. The necessary steps will 
be introduced to prevent a recurrence and to tully comply with the GAMAP standards in 
ensuing years. 

(b) Emphosis of the motter 

i) Internol Controls (por. 6.1) 

The Supply Chain Management Unit as prescribed by the MFMA was introduced 
during the year under review. Prior to this, all supply chain transactions were 
administered on a decentralized basis. 

The occurrence ot discrepancies has been signiticantly reduced since the 
introduction ot the Supply Chain Unit, and the control environment was turther 
strengthened through the centralization ot this tunction. 

Corrective steps were done through disciplinary action against various staff 
members ot the Account Payable Section and measures were introduced to 
ensure sufficient internal control. 

ii) Internal Audit and Audit Committee (par. 6.2) 

The matter was reterred to the Chairperson ot the Audit Committee tor their 
consideration. 

iii) Policies (par. 6.3) 

Development ot policies is an ongoing process and the reterred policies are in 
different phases ot development. The necessary steps will be undertaken to 
address this matter in the current tinancial year. 

The policies prescribed by section 62(1 ) ot the MFMA, ore in place though. 

iv) Investigations and allegations of fraud at the municipality (par.6.4) 

The Audit tinding is correct. The eradication ot troud is an ongoing process. 
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4.3 AUDITOR GENERAL’S REPORT ON PERFORMANCE MANAGEMENT 


REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL ON FACTUAL FINDINGS ON 
PERFORMANCE MEASUREMENT AT STELLENBOSCH MUNICIPALITY FOR THE YEAR ENDED 30 
JUNE 2006 


1. ASSIGNMENT 

The compilation, presentation and publishing ot pertormonce measurements, as 
available tor inspection at the department ot Strategic Services, the implementation, 
management and internal control ot supporting systems, are the responsibility ot the 
accounting officer. 

As required by section 45(b) ot the Local Government: Municipal Systems Act, 2000 
(Act No. 32 ot 2000) my responsibility is to provide on assessment ot the controls 
implemented by the accounting officer to develop and manage the municipality’s 
pertormonce management system, my role is not to assess or comment on the 
municipality’s actual pertormonce . 


2. NATURE AND SCOPE 

I hove pertormed the procedures agreed upon and described below regarding the 
pertormonce measurement system ot Stellenbosch Municipality. The assignment was 
undertaken in accordance with the International Standard on Related Services (ISRS 
4400) applicable to agreed upon procedures engagements. 

The procedures were pertormed solely to evaluate the controls implemented and 
managed by the accounting officer regarding the municipality’s pertormonce 
measurement system against the criteria set out in: 

- chapter 6 ot the Municipal Systems Act, 2000; 

- the Local Government: Municipal Planning and Pertormonce Management 
Regulations, 2001 (No. R. 796). 

The procedures pertormed during our assignment were based on the high-level 
overview checklist completed by the accounting officer and included o review ot the 
tollowing aspects: 

1 . Development ot on integrated development plan 

2. Development ot a pertormonce management system 

3. Development and implementation ot key pertormonce indicators 

4. Setting ot targets tor key pertormonce indicators 

5. Actual service delivery process 

6. Internal monitoring ot pertormonce measurements 

7. Internal control ot the pertormonce management system 

8. Pertormonce measurement and reporting 

9. Revision ot strategies and objectives 

3. FACTUAL FINDINGS 

I report my tindings below: 

3.1 Phase 1 : Development ot an integrated development plan (IDP) 

The council has followed a proper process in the development of the municipality's IDP. 

3.2 Phase 2: Development and implementation of a performance management system 
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The municipality implemented the performance management system as required by 
Sections 38 and 39 ot the Municipal Systems Act, (Act No. 32 ot 2000). 

3.3 Phase 3: Development and improvement of key performance indicators 

The tramework tor the PMS that was implemented by the municipality includes KPIs as 
is prescribed by section 41 (1 )(a) ot the Municipal Systems Act. 

3.4 Phase 4: Setting targets for the developed key performance indicators 

The municipality established of performance targets for KPIs as is prescribed in section 41 (l)(b) 
of the Municipal Systems Act. 

3.5 Phase 5: Actual service delivery process 

The municipality developed a formally documented process to assist with the tracking of the 
performance of the executive directors during the prior year. For the year under review, 
however, the senior management did not sign performance agreements within the legally 
prescribed dotes due to internal processes not being conducive to the signing thereof. 

3.6 Phase 6: Internal monitoring 

The municipality implemented o process to continuously monitor and compare actual and 
targeted results [Regulation 13]. Flowever, the municipality has not developed o formally 
documented process that evaluates actual results of service providers to budgeted results. 

3.7 Phase 7: Internal control 

i) The municipality has, as part of its internal control, appointed an internal auditor 

and g performance audit committee that reviews performance measurements as 

is required bv section 45fa) of the Municipal Systems Act. 

3.8 Phase 8: Performance measurement and reporting 

The municipality has a perfarmance measurement and reparting framewark in place 
as is required by regulatian 13(1). The perfarmance at senicr management was 
evaluated but the payment at banuses is being disputed due ta the nature of the 
KPIs. 

3.9 Phase 9: Revision of strategies and objectives 

The council revised the integrated development plan in a structured process. The 
municipality’s strategies and objectives were revised in accordance with the review 
of the performance of the municipality as is required by section 34 of the Municipal 
Systems Act. 

4. STATEMENT 

Because the above procedures do not constitute either on audit or a review made 
in accordance with International Standards on Auditing or International standards on 
Review Engagements, I do not express any assurance on the performance 
measurements as at 30 June 2006. 

Had I performed additional procedures or had I performed an audit or review of the 
performance measurement in accordance with International Standards on Auditing 
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or International standards on review engagements other matters might hove come 
to my attention that would hove been reported to you. 

This report relates only to the purpose set torth in the tirst paragraph ot this report and 
does not extend to the tinonciol statements ot Stellenbosch Municipality, token os a 
whole. 

5. APPRECIATION 

The assistance rendered by the staff ot Stellenbosch Municipality during the 
assignment is sincerely appreciated. 



for AUDITOR-GENERAL 


Cape Town 
14 December 2006 



AUDITOR-GENERAL 
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